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# of VC Firms in Existence 


# of Professionals 

# of First Time VC Funds Raised 
# of VC Funds Raised This Year 

VC Capital Raised This Year ($B) 


Avg VC Fund Size Raised This Year ($M) 


Source: NVCA Yearbook 2001; Venture Economics 
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2.08 


36.5 


8368 


164 


497 


105.05 


211.4 


The Illiquid Bulge 





From) 1995-2000; 


Initial investment: 
5100k to 51M, board 


Initial investment: 





Date Company Name 
Jes Excite (@home) 


Jun-96 Juniper 

AD Cerent (Cisco) 
Sep-98 ev 

OGLE Siara (Redback) 
Apr-99 | 

Joico Centrata 

© 04 = 


A 





/ Apr-95 Concentric (XO) 
May-96 Viant 
Jul-96 Cybermedia 
May-97 Extreme Networks 
Apr-98 Silicon Spice (Broadcom) 
May-98 | . 
Jul-98  Lightera (Ciena) 
Mar-99 CoSine 
Sep-99 NE 
Nov-99 | 
Dec-99 Valiant 
Pees! Zambeel 
Dec-99 cu 
Jan-00 Coreon 
Mar-00 Kymata (Alcatel) 
Aug-00 Cenix 
Nov-00 SS8 
NG Ui Kovio 





$2.5m to 516M 





Red = Board Seat 


Aggregate 
Return” 


< 51M (n=8) 
> $1M (n=18) 


192.7 x 
45X 


On board (n=16) 
Not on board (n=10) 


70.8 x 
8.0 x 


Conclusions 
— Attention matters 





Success 
Rate” 


100% 
67% 


— Board responsibility = better due diligence 
— Quick money makers don’t work 

— Too many passive deals last few years 

— One seed per year works for me 


A 


* Numbers include current private companies at cost of fmv 


Funding to Milestones 





aka “Old-Fashioned Venture Capital” 


P(success) = 80% 
Req'd IRR = 30% 


Valuation 





P(success) = 50% 
Req'd IRR = 50% 





P(success) = 40% 
| ae 
P(success) = 30% Req'd IRR = 70% 


Req'd IRR = 100% 








Idea is Technology A Customer 
Feasible Works Buys 


Valuation 


Risk (B) 
Capital 





Fully xe ra IPO 
Fund ( pray a ) ; 


Round 

Type Date 
Seed Jan-90 
1st Jan-91 
2nd Jan-92 
3rd Jan-94 
IPO Jan-95 


Total Private Capital 


Pre-Money 
Valuation 
Raised (MM) (MM) 


$ 0.50 2 
$ 3.00 10 
$ 8.00 32 
$ 13.50 


$ 25 Million 


IRR 


101% 
70% 
50% 
32% 


Multiple 


32.53 
8.13 
3.30 
1.32 





Round 

Type Date 
Seed Jan-97 
1st Jan-98 
2nd Jan-99 
3rd Jan-00 
IPO Jan-01 


Total Private Capital 


Pre-Money 
Amount Valuation 
Raised (MM) (MM) 


$ 5 
$ 10 
$ 25 
$ 60 


$ Million 


? 


IRR 


79% 
65% 
59% 
52% 


Multiple 


18.37 
7.35 
4.04 
1.52 





Why “Ahead to the Past”? 





We cant make monay With Zany JOS IHO market 
ana late 90s Cash Burns 
SOME Correction already. 
"rivate valuations 
Rent (inm Silicon Valley) 
SOME COMEcCtHOnNS Vat to occur 
Salaries 
FOCUS 
Attention 
VE Benavior 
I-Unding size? 
Correcuons Tor the past bubble 
Entiepreneurialincenuves 


The Committed Capital Bubble 





Fundraising vs. Amount Invested 
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The Committed Capital Bubble 

















Total Over-committed Capital for all Private Equity = $100B 


The Committed Capital Bubble 
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The VC Firm Model 





1.9-2 VEntures/parneryear. 


JO 1 OM mvesied per 


q 


ALIKE (5 rounds) 


) 


» 


NEW Tuna every Z year: 


@ 


Pa ONIN per partner per year 


J24 AOV per partner per Tuna 


2001 IPO Companies Are More 





Mature 


Time From Initial Equity Funding to IPO 























Category Company JF HELD. 
Systems (Electronic) Juniper 300x 
Siara 14x 

© Systems (Optical) Cerent 228x* 

8 Corvis 3.6x 

o Infinera Too early 

£ Services Concentric 12x” 

6 OnFiber Too early 
Software Coreon 0.3x 
Systems (Electronic) CoSine 0.9x 

- Extreme 14x 

= SS8 Too early 

Q Systems (Optical) Lightera 12x” 

E Services Valiant Ox 

= Components Kymata 0.7x 

© Cenix Too early 

5 Silicon Spice 12x" 

- Software IPVerse Ox 

Sigma Too early 





* Valued at time of acquisition 








Management team saw a need to cut; cash burnin January 
2001 


Reduced burn from $5M plan to $1-1.5M per month 


Turned down capital from investors pushing get big fasti 
strategy 


Got out of obligations early 
Used 50% IRR hurdle on all new projects 
moore on getting criticalmass in 6 metros rather than 26 


OnFiber Team's Results: 
— Current burn = <$1m/month 
— $30M in the bank, no debt 
— Acquiring assets for pennies on the dollar 





Oleh oxe abota edite] le le] s 


“The food is horrible... 
put It's all-you-can-eat! ~ 


* joomany- recaps. of uninteresting companies 
“ Mercy killings can be a good thing 


“ihe good news: a handtul of Aigh-valuation 
private companies indicates quality-is still being 
chased: 


Dot-Com Profitability: Less is More 





An Empincal kaci: Good tinancial results out or 


several consumer-focused Internet-based 


OSS Ofowtn ana eis) DA 


Aia 


Google 





Wrong Goals: Time-to-IPO? 


BEEN Wall Street's Way to San Jose 





LIGHT 


READING 








THE GLOBAL SITE FOR 
OPTICAL. NETWORKING "Most startups now hope to qo from formation to IPO in 18 months. VVe'll do it ini 


EEE 15 months," says EE vice president of business development at 


E The company was founded in February this year -- and the plan is to 
take it public mid-2001, he says. 












TECHNOLOGY 


zu: Vinod Khosla predicts optics 


* The Angler 


INVESTOR shakeout 

MAGAZINE l| The Kleiner Perkins partner says that some 90 percent of 
optical startups will flop. The good news is, he believes the 
other 10 percent will shine. 


E om Mali 
November 3, 2000 









Profits in telecom: Invest early 8 significantly 


Less can be more - Small is Beautiful 
Attention (and board seats) matter 


Bottom fishing — does it Work? 


Mercy-kill the uninteresting companies! 

“HOT” is NOT “good”: Dotcom, Telecom, Nano? 
IPO is NOT a “goal” : building a company is! 
Stock Market is not Validation: Corio 


Needito bleed'oi the oversūpply of capital 
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How Did We Get Here? 





The Past Five Years 


(ad 


Hanang ine Ighi-Lay s 
Irrauonal Exuperance IHO goal" 


Escalating Expectations & Hype: The Khosla 


Flight to Quality, Detensibiliry, Economic Gontribuuons? 


INO 


Many Companies Will Not Keep Up 








YA 


IBM Sperry 
Blom Oa ele 
Data Wang 


General Cray 


Leading Communications 
Vengdors/GCarriers 


Lucent Alcatel 
Nortel AT el 
Cee) oprint 
Tellabs Wondcom 


[Leading Computer Vendors 
(Current) 


[51V 
oun 
Dell 
Compaq 
H-P 





Leading Communications 
Vendors/Carriers (Next Generation) 
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Old vs. New in the 
Mainframe to PC Transition 


40.0 







35.0 


D. Capital fled 


25.0 a Data General 

M legacy systems 
10.0 
5.0 
0.0 
A 
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Compaq 


New winners emerged 


S» 
X O 
PP o 
QOO 


This time the KK 
stakes o 


are larger! 


O D DM SO GO ON Go » O 
o NO NO NO NO NO NO KYU or Y qe 


KON ON OXON ON UK 
OCC QW’ WD qd 
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Source: Thomas Weisel Partners 





Expect more losers than Winners 


Many willose everything 
More will -be won than lost 


The value of winners will exceed the 
cumulative market Cap of tne entire 
sector today 


M&A Game is hard to predict 


24 





5 years out, the group’s market 
cap has grown... 


Industry Structure Today 





But leaders far exceed the also-rans 
25 





e The Enterprise 
— Carrier services purchase decisions based on 
payback period 
— Paybackss 1yr => Continued demand 
— 1% increase in IT = 1.5-2% decrease in G&A 


— IT spending increased from 0.5% to 3.5% of sales in 
90's 


e The Service Provider 


— Enterprise demand => need for equipment 
purchases 


— Consumption of bandwidth + shifting computing 
paradigm makes for new revenue opportunities 


— Systems for old revenue don’t support new revenue 
& cost points =>new equipment purchases 
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Partial View: New Areas for 





Investment 


Wa slain 


only with an economic advantage Im an application that 


matters 
Beware tne Nano UYY 
Probably more companies named Nano “In 2002 than 
named Light in 2000 
Inrormauon. Tecn: removing ine COW 


Personalized Medicine 


ee 


Is 
N 


The HALF-EMPTY view 





Jecnnology led slowdown 

consumer Reaction prle-on 
5ept 11 

The WAR 

Z0UZ IS mIstory! 

-Inancings Onavallaopie 


Stay alloat, tread Water, nunker down 


The HALF-FULL view 





ime to Te LECHNOIOGY 


HOCUS: sustalldabie- advantage; 


Longer erm VieW/Ornzon 
Lower FUNGING => LOWer RISK 


RECOIL: The New World 





Unskiled, Unthinking) ei5usimess Investment 


SKepticism & Negativism: BAroliongea Cycle 


=< 
=I 


o Euphoria NO | 
Hard RON reirospeciive vs. prospective 
savings 


Cack ON muman capital 





Rate of change wil'accelerate = hife will 
be more complex, busier... 


Adaptability, agility & momentum Will be 
ine key lo success! 


Innovation, opportunities 8 
entrepreneursMip will inive 


Disruption will be the order of ine day 


BUM Tortumnes &Tailune- wilden 
abundance 
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Wake Up Call 





What we take for Granted 
relevance & the other things 


Relationships: Friends & Family 
sdlisiacilon, Enjoyment x Contentment 


AL 
Noa 


i valuable: making a drierence 


a a 


ooks: Don t Sweat Ine Small Stuff: 


(65 
INI 


"I got out of tulips after the market collapsed, but I'm 
slowly getting back in. Especially pink ones.” 





© 2002 The New Yorker Collection from cartoonbank.com. All Rights Reserved. 


Comments? vkhosla@kpcb.com B 





Tomorrow's Markets... 


Network Issues & Trends 


* Everything over IP 

* Two layer network 

e Value added services 

* Internet based SW architecture 
e Skills shortage 

‘Mission critical technology 
Rapid, unpredictablé growth 

e Legacy encapsulation 


II 


IT Issues & Trends 





egacy architectures & Islands vs dynamic 


Mission Critical Te shale) lerep v/ 
Ah Ippiicatons mix 


Syst atle Productivity: ihe RealMime 
SER 

Random acis OO | Ue] V] A everyaay processes 
TeCnnology pased c C0] 6] Leriieleya) 


Operations Go: 


Q 





Outsourcing 8 growth => a new (datacenter) Inirastruciure 


Value-added Services => new programmable network 
Operations cost & Complexity => OMAP focus 

A new Ii architecture => Real hime information base 
Skills Shortage & complexity == ASP, services 
Dynamic demand => Compute utilities 


IT going from 0.5% to 3.5% to ?% of sales 
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Adaptive architectúre, evolvable applications 
Configuration NOT customization 

Federation NOT integration 

Architecture to connect architectures 


iapid incremental implementation 
Beyond database to an information base” 


instantaneous tinancials., metrics, SYO 
chain, customer support .... 


“Spontaneous transaction flow and information 
transparency throughout the extended enterprise” 
38 


Operations Systems 





ak 
/C M HMM 


ZOSI 9| 
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Q) 
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Dm 
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(DP 
(op 
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s 
ROI: 


Mara Cost savings & 


Total Gost of Ow alsa 


Gy provisioning 


Revenue Generation 
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Time Platformfs) "VERIS Overdions Model 









1960-1980 — Mainframe/ 10:1 people/machine ratio E 
IBM era anagement systems 
ere single vendor 
utions optimized for 
1970-1990 Minicomputer/ 1:1 people/machine ratio ost in rigid five-year 
DEC era replanned networks. 
1980- Workstation/ 1:10 people/machine ratio 
PC era 
New network 
1990- Enterprise networks/ 1:100? people/machine ratio |? Cu NN Na 
CISCO CL e designed for 
daptability and change 
ew equipment, 
20007 Broadband packet 1:1000? people/machine ratio yu/tple vendors, new 
networks ? ervice offerings/ 


provisioning). 


Source: Paul Johnson 
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A Computer Distributed Over the Internet 


Networks of computers as the Virtual Computer 
Scalability of hardware - add'& delete 

Self management 

Geographic distribution 

Load balancing, caching, COS, ... services 
Resilience 


"Network operating systemi 
> SETI, Napster, Routers 
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Behave as "one" machine 


System self-adjusts to nodes fell[ e (35 


Capacity can be addedideleted = 
"self. organizing. 


Geographically disbursed 
Managedttailúre modes 
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New Areas: Network Services 





TCP/IP session servers 
Application servers 
Composite Services 
Replication 


load balancing 
DISINDULON 





Remote Services —mulü-tillion global ma 


Sollaporation  Zapet 


Nano 





Internet is changing the model of computing 

Software architecture of the internet will become the software 
architecture for the enterprise 

Computing Infrastructure (datacenter) will be the next 
surprise, fueled by ASP Services”, outsourced compute 
tone”, and internet geoscale” 

The real-time enterprise” will drive carrier demand at 
increasing rates of growth & create Oracle/SAP scale 
companies 

Operations sysiems to reduce operating cost 8 total cost of 
ownership willbe a major issue/opportunity. 

Evernet— evernyplace, every time, every device thru mobile 
IP (but not a lot of money for new ventures) 
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Semiconductors 

Software in hot DOxXesS 

Physics Optical Nanotechnology 
ASP 

Nexgen telecom services 

Networks: the programmable network 
Real Time Enterprise 


Inirastructure- revamping datacenter 
architectures 


Operations Systems 
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Nano Is a 


Storage 
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